wInterrial Revenue Service Department of the Treasury

District Director ' Southeast Key District(EP/EO)
31 Hopkins Plaza
Baltimore, MD 21201

Date: JAN 13 1999

CERTIFIED MAIL

PERSON TO CONTACT:
CONTACT TELEPHONE NUmi IN.

IN REPLY REFER TO:

Dear Sir or Madam:

We have considered your applicat n for recognition or exemption from Federal lncome
Lax under section 5018(3) of the Inte. - -1 Revenue Code and have determined that you do not
quality for tax exemption under that section. Our reasons for this conclusion and the
facts cn which ir is based are explained below,

The description of activities contained in Article Two of the Articles of
Incorporation, which states, “This corporation is a nonprofit religious corporation and is
not organized for the gain af any private person. It is organized under the Nonprofit
Religious ' -poration Law primarily for religious purposes. The specific purposes for
which thig corpuration as organized are to further the usage of computer and network
technology in the Chriscian conmunity by providing some combination of training and

education, consulting services, equipment acquisition assistance, network access and
software”,

To accomplish this N intends tc provide:

Internet Services such as:

-Internet access and
-World-wide Web content development

Training, such as:
- Seminars
- Technical expertise and project maltagement guidelines
- Offer apprentice positions in techrical jobs
- Financial assistance to organizations

These activities will be Supported through the followina fundraising activities:

1. Applying for grants.

2. Soliiit contributions and donations

3. Revenues from running an Internet Service Provider (ISP) busir.:ss
unit '

Revenues from consulting services rendered Lo the public

Revenues from the sale of logo’d items

Pevenues from the resale of computers and network equipment

Revenues from the sale of software and graphics
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- Pundraising activities 3 through 7 above are unrelate . trade or business activities,
which do not further the exempt purposes of the organization, except to generate revenue.
These activities are in direct competitiorn with a variety of for profit businesses i~ the
ISP, consulting and retail/resale business.
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* intends to use the profits derived from the sale of Internet
;ervices, of talr market prices, through its Internet Service Provider (ISP) tusiness unit
-0 subsidize its educational and consulting activities. You have estimated that the

yrganization is currently devoting ‘ of its time to developing the ., and %
Jorking with lucal Christian organizations.

The expected time allcocations for the future are @: or less on ISP activities, .-
to fundraising and to evangelism.

The seminars, worr:hops and training sessions, while targeted to Christian groups
and individuals, is not in and of itself religious or evangelistic in nature.

Based on the information contained in Form 1023 and your letter received

~, the revenue generated by your activities will come primarily from contrib ‘ons
from the “ and from the operation of the ISP busi:ess uni~.

Revenue was reported as lollows:

Source of Ircome Totals

2

Contributions -
Operating *
Co:..tributions -
Mission **

ISP  Income
Misc. Income
Total

* QOperating Contributions are earmarked for the start up of the corporation; all
contributions come from

*+ Mission Contribution donations for the benefit of the community, not the

operation of .

Based on these figures, over ‘ of the total revenue projected for the fiscal years
endit‘lq“ is derived from the operation of an 1SP business. As was

noted abcve, the ISP provided Internet services at fair market value. There is nothing to
distinguish the ISP operated by (NS :nd the various for-profit ISP operators.

In addition to the ISP revenue, nearly'! of the income shown above is derived from
contributions made by the two founders of the organization. (see operating contributions)

Code section 51” defines an unrelated trade or business as an activity, which meets
the fellowing criteria:

The activity must be a trade or business;
The trade or ~isiness must be regularly carried on
¢. The trade or husiness must not be substantially related to exempt purposes.

T

A “trade or business” is defined in Code section 513 and 162 as any activity carried
on for tre production of income from the sale of yoods or performance of services. Inccme
Tax Reguiations (Regs.) 1.513-1(b) addresses this by stating that these activities do r..t
lose the icentity as a trade or business merely because they are carried out along with
other endeavers which may, or may not be related to the exempt purposes of the
organization.

Code section 513(a) defines the term “unrelated trade or business” as ‘“any trade or
business the conduct of which is not substantially related (aside from the necd of such
organization for incom@ or funds or the use it makes of the profits derived) to the
exercise or performance by such nrganization of its charitable, educational or other
purpose or function constituting the basis for its exemption under section 50Ll...”

Regs. 1.513-1(d) defines “substantially related” as an activity that contributeas
importantly to the accomplishment of the organization’s exempt purposes.

Regs. 1.513-1%(1' states in part, “specific business activities will be deemgd
regularly carried on i1 they manifest a frequency and continuity, and are pursugd in a
marnner generally similar to comparable commercial activities of nonexempt organizatlons.




Regs. 1.501©(3)-1(b) (1) (I) provide that an organization is organized exclusively for
one or more exempt purposes only if its articles of organization (@) limit the purposes of
such organization to one or more exempt purpouses; and (b) do not expressly empower the
organization to engage, otherwise than as ar. insubstantial part of its activities, in
activities which in themselves are not in furtherance of one or more exempt purposes.

In B.S.W. Group, Inc. v Commissioner, 70 TC 352, exemption was denied to an
organization whose sole activity was to offer consulting services for a fee to non-profit,
limited resource organizations. The fees charged will be set at or Cclose to cost, but will
in no event be less than the full cost of providing its services. There was nothing to
indicate that the organization would not be in competition with ccmmercial erterprises.

Based on the references cited abov:, the ISP business is the primary activity and
the major source of revenue of the organization. This activity is a trade or business, is
regularly carried on, and is not substantially related to the purpose for which you are
seeking exemption (other than the need for funds). This activity is in direct competition
with commercial enterprises. The net profits are to be used to finance the training
classes and seminars and consulting services to help other organizations. Sinze the
Primary activity of your organization is an unrelated trade or business, you do not
qualify for tax exemption under Code section 501©(3).

Accordingly, this organization is not exempt from Federal income tax as an
organization described in section 501 (c) (3).

You are not relieved of the requirement to file Federal incowme tax returns.

Contributions to your organization are not deductible by donors under section
170(c) (2) of the Code.

If you do not agree with our determination, you may request consideration of this
matter by the Office of Regional Director of Appeals. To do this you should file a
written appeal as zxplained in the enclosed Publication 892. vYour appeal should give the
facts, law, and any other information to support your positicn. If You want a hearing,
please request it whean you file your appeal and you will be contacted to arrange a date.
Tre hearing may be held at the regional office, or, if you requestc, at any mutually
convenient district office. If you will be represented by someone who is not one of yocur
principal officers, he or she will need to file a power of attcrnev or tax information
authorization with us. IFf you do not appeal this determination within 30 days from the
date of this letter, as explained in Public 892, this letter will beceme our final
determination on this matter.

If you do not appeal this determination within 3¢ dayss frem the date of this letter,
4s explained in Publication 892, this letter will becou.. cur final determination letter in
this matter. Further, if you do not appeal this determir Zion in a tirely manner, it will
be considerad by the Internal Revenue Service as a failii-a to exhaust al!l administrative
ramedies. Section 7428(b) (2) of the Code provides, in Part, that, “A declaratory judgment
or decree under this section hall not be issued in any of the proceeding unless the Tax
Court, U.S. Court of Claims or District Court of the U.S. for the District of Columbia
determines that the organization involved has exhausted administrztive remedies available
tc it within the Inrternal Revenue Service.

Appeals submitted which do not contain all the documentation required by
Publication 982 will be returned for completion.

Sincerely,

Paul M. Harrington
District Director

Enclosure: Publication 892
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